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As presented in Chapter 2, the analysis of competition and the data on Structure-
Conduct-Performance (SCP) are used as a framework for analyzing the market 
process. This chapter will use all major findings of the previous chapters in or-
der to assess the dynamics in the existing rice marketing channels. It is expected 
that, through time, changes in competitive conditions, institutions, market struc-
ture, conduct and performance lead to new and more efficient channel formats. 
Three criteria are used to assess the market process:  
 
(1) Existence of sustained competition: even if the market is competitive at pre-
sent it is important to verify whether there are forces operating that endanger 
the process of competition in the future (Section 7.2).  
 
(2) Changes in market institutions: we want to verify whether proper institutions 
(rules of the game and play of the game) exist that facilitate or hamper the 
market process (Section 7.3). 
 
(3) Incentives to accommodate observed deficiencies: we examine whether the 
market process provides incentives to solve observed problems in the exist-
ing marketing channels (Section 7.4). 
 
Finally, in Section 7.5 we present some general conclusions concerning the 
functioning of the domestic rice market. Section 7.6 will present an improved 
channel format and Section 7.7 will discuss some policy recommendations. 
 
 
7.2 The process of competition in the rice market system 
 
As described in Chapter 2 the competitive process is determined by barriers to 
entry; trade concentration, assortment of product quality and market informa-
tion. The competitive process is a crucial element in the market dynamics and, 





In Chapter 4 we found that there were almost no important barriers to enter the 
rice business, especially in the case of rice assemblers and wholesalers. We con-
cluded that entry barriers do not hamper the price formation process in the do-
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mestic market. These circumstances force rice traders to offer the best marketing 
services to final consumers. However, new millers/polishers may face some se-
rious constraints as a result of deficient milling technology, management 
skills/experiences, and shortage of working capital (financial constraints). Ac-
cording to them, having experience with milling technology and high-quality 
processing machines, are important factors that determine the success of the 
company (See Section 4.4.1). Lack of working capital is the most difficult bar-
rier to entry for millers/polishers.  
 
Large-scale millers/polishers also face “exit barriers” due to the importance of 
so-called “sunk costs”. For example, they have to invest large amounts of money 
in milling/polishing machines, storage facilities, and other fixed capital (See 
Section 5.2). If they exit the rice business, the resale values of these assets (mill-
ing and polishing facilities), are usually lower than the operational value of the 
fixed capital. This arises from the fact that it is difficult to use rice-milling ma-
chinery for other purposes because of its specificity.  
 
A distinction is to be made between entry in the local rice market and in the ex-
port market. Private rice companies still face an entry barrier on the export mar-
ket – even now, when private exporters are allowed to obtain export quota (See 
Section 4.5.2). This is due to formal regulations and the result of their relative 
disadvantage with regard to access to credit. As our study was focusing on the 
domestic trade relationships we did not analyze this issue in detail. However, 
further research is necessary to pay proper attention to this problem.  
 
In general traders do not complain about the administrative procedures that have 
to be followed for market entry. We observed that the government is even facili-
tating the entry process. At the end of 1999, the formalities for business license 
applications have been simplified. In HCM, traders can obtain their business li-
cense on-line through the Web-site of the Ministry. 102 
 
Remarkably, at the retail level, severe competition is perceived as the most im-
portant barrier to entry for retailers (See Section 4.4). In sum, the barriers to en-
try into the rice market are not related to the traditional barriers discussed by 
Bain (See Section 2.2.3). After market liberalization, fierce competition among 
rice traders in the market avoids that established rice traders take advantage of 
raising prices above competitive price-levels. They have to follow the market 
price that is based on competitive trade negotiations (See Section 4.6 and 5.4.2). 
Finally, the problem related to market power of resource owners, another entry 
barrier stressed by Von Weizsacker (See Section 2.2.3), is not observed in the 
market under study, as concentration rates are low. 
                                                          
102
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Buyer and seller concentration 
 
The research results show that buyer-seller concentration ratios are quite low for 
various segments in the domestic market (See Section 4.4.2). Competition 
among different rice traders is fierce and this is expected to foster the market 
process. As explained in the section on entry barriers, the export activity is still 
dominated by the SOEs. However, at present private rice traders can obtain a li-
cense for exporting rice if they fulfill the conditions to become a member of the 
Vietnamese Food Association – See also Section 4.7.2. We recall that this 
analysis focuses on the domestic market. Therefore further research is needed to 
analyze the consequences of this concentration.   
 
 
The assortment of product quality 
 
With respect to the assortment of product quality we observed that the rice 
market is operating satisfactory. However, we also found that the existing 
wholesale grading system for rice qualities still has some deficiencies. At the 
farm gate, rice farmers cultivate many kinds of rice varieties (See Section 3.3.4). 
At the wholesale markets, rice wholesalers, millers, and exporters classify the 
rice product only into two kinds: C1 and C2 quality (See Section 4.4.3). This 
grading system facilitates the wholesale and export channel, but does not reflect 
consumer preferences in the domestic market (See Section 6.2). As long as sup-
ply of preferred qualities in the local market is abundant this can be accepted. 
However, in order to prevent shortages of specific varieties in the future, it 
would be better if the national grading system would take domestic preferences 
into account. In addition, rice is marketed without standard package and brand 
names. This has negative effects to rice product quality and hampers the 
opportunities for rice traders to signal quality to the consumers. 
 
 
Access to market information 
 
As mentioned in Chapter 4, most rice traders have easy access to information 
about supply and demand conditions in the domestic market. There are many 
sources of market information that rice traders can consult. Most of the farmers 
obtained market information from their neighbors and relatives; some of them 
read newspapers, listened to the radio and/or received information from mid-
dlemen. Assemblers obtained market information mainly through other traders 
(wholesalers or millers) in the channel of distribution. Rice retailers and whole-
salers obtain the information mostly from the middlemen and the SOEs. Particu-
larly, rice millers/polishers have a strong relationship with the SOEs. However, 
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due to the variety of sources of market information, the available information is 
not always systematic and reliable (See Section 4.4.4 and Section 5.4.4).  
In sum, our analysis on competitiveness revealed that.  
- no important entry barriers were identified that hamper the price forma-
tion process 
- buyer and seller concentration levels at various segments in the domestic 
rice market are low 
- the present situation with regard to the assortment of product quality is 
satisfactory but in the future an operational grading system should be de-
veloped that reflects the preferences of domestic consumers 
- market information is available for all actors in the market but some ini-
tiatives have to be taken to improve the quality of the information. 
 
On the basis of these observations we conclude that the competitive forces in the 
market are strong and provide incentives to the actors to look for more efficient 
organizational forms to co-ordinate transactions.  
 
 
7.3 Changes in market institutions 
 
The transition from a centrally controlled system to a market-oriented system in 
Vietnam has lead to some dramatic changes in market institutions. The analysis 
of institutional changes in Chapter 4 indicated that the government plays an im-
portant role in this process as they define “the rules of the game”. The govern-
ment imposes some key formal rules such as business laws to define the right of 
ownership and tax laws. Additionally, the actors in the market also define rules: 
“the play of the game”. On the basis of these rules new organizations or busi-
ness relations are developed: private rice millers/polishers networks; wholesale-
retail business relationships; and private transport co-operatives. As long as 
competition is strong these informal trade networks will help rice traders maxi-
mize their profit, reduce marketing costs and increase the efficiency of the 
whole market system (See Section 4.7).  
This section verifies whether available institutions facilitate exchange be-
tween actors in the market. We want to assess whether the institutions are evolv-
ing in a sense that they foster the market process and reduce transaction costs.  
 
Regarding transaction cost analysis, three characteristics determine the nature of 
a transaction: asset specificity, uncertainty, and frequency (See Section 2.3.2). 
The quality of the data obtained by the surveys does not allow us to quantify the 
transaction costs. Since, most rice traders are not able to estimate these costs per 
business transaction. However, we can assess to what extent asset specificity, 
uncertainty, and frequency may hamper the exchange process and whether insti-
tutions are needed to facilitate this process. 
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Transactions at the farm level 
 
Asset specificity: 
Rice farmers indicated that it was easy to find their clients in the market (usually 
local assemblers). It is not necessary to spend labour costs or time for searching 
the buyers. Asset specificity is not a problem to rice farmers and traders at this 
level, since they do not have to invest large amounts of specific capital when 
they exchange the product. 
  
Uncertainty: 
Paddy is a raw and homogenous product. As long as domestic surpluses can be 
sold in the world market at attractive prices, no major market uncertainties affect 
the transaction process. The behavior uncertainty that arises from random acts of 
unpredictable changes in consumers’ preferences is small (See Section 2.3.2). 
Additionally, at farm level, paddy is usually marketed through personal contacts 
between farmers and assemblers/wholesalers (See Section 5.3 in Chapter 5), 
therefore, secondary uncertainty arising from lack of communication or the im-
possibility to control the business contract is nearly absent.  
 
Frequency: 
Most rice farmers in the Mekong River Delta are medium and or small-scale 
farmers (cultivate around 0.2 – 0.5 ha) that sell only small amounts per transac-
tion and only a few times per season. Therefore, the frequency of selling is not 
considered as a big issue at the farm level.  
 
In sum, at the farm level we have a spot market system. Only minor problems 
with asset specificity, uncertainty, and frequency were observed. The market 
system is functioning well. The available institutions seem to create a solid gov-
ernance structure. This is a remarkable result as the private Vietnamese rice 
market became operational only recently.  
 
 
Transactions at the assembling level  
 
Asset specificity: 
Rice assemblers mainly provide transport and wholesale services in the market. 
As mentioned in Chapter 5, boats and trucks are main transportation means of 
rice assemblers. Very few rice assemblers invest money for building up the 
warehouse to store their products, since after buying they usually transport their 
products to other regions for immediate selling. Moreover, most rice assemblers 
use these kinds of transport and storage facilities for all transactions and other 
trading purposes. This means that they do not make major investments in trans-
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At the assembling level, rice assemblers classify rice products into only two 
kinds: C1 – long-grain rice, and C2 – medium/short-grain rice (See Section 
4.4.3). The major quality criterion concerns the ‘broken level’. Product differen-
tiation is not a major item for their clients. This implies that behavior uncertainty 
(changes in consumers’ preferences) is not a big issue to rice assemblers. 
Due to the fact that most transactions are based on spot market exchange, 
no major problems were found with regard to secondary uncertainty. We also 
observed that some formal institutions were adapted in order to facilitate the ex-
change on this level: The government has completely removed the checking 
points between the borders of the provinces. Nowadays, local-rice assemblers 
and distance assemblers/wholesalers are free to deliver their products to other 
market places. The government also decided to eliminate the “transaction tax” 
for rice assemblers and distance assemblers/wholesalers (See Section 4.7.2). In 




Assemblers can reduce search costs by establishing ongoing relationships with 
other rice traders and farmers in their trading networks (informal business 
groups). By establishing ongoing relationships they can save costs in terms of 
reducing search time, improve trust and realize stable supply and demand for 
their products. Despite the fact that most exchange takes place on the basis of 
spot market contracts, we observed that many traders develop ongoing business 
relationships in order to facilitate the search process. This indicates that traders 
develop the institutions necessary for efficient co-ordination of these transac-
tions (the play of the game). 
 
In brief, at the assembling level, asset specificity, uncertainty as well as fre-
quency are not constraining the business transactions. Some traders try to estab-
lish ongoing (vertical) trading relationships. They are looking for possibilities to 
adapt the play of the game. As long as competition in this market segment is 
fierce it can be expected that this will help to minimize transaction costs and to 
develop more efficient marketing channels. 
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Transactions at the wholesaling level  
 
Asset specificity: 
Rice wholesalers in this study mainly provide wholesale services to the market-
ing channel. They buy rice mostly from millers, assemblers and sell it to rice re-
tailers. As mentioned in Chapter 5, the rice wholesalers invest some money for 
building up warehouse capacity to store their products. They also own small 
trucks and motorbikes. However, these investments are used for all transactions 
and also for other trading purposes. This means that they do not make major in-
vestments in transaction specific assets. It implies that at the wholesaling level 
asset specificity does not hamper the exchange process. 
 
Uncertainty: 
As presented in Chapter 4, at the wholesale market, rice wholesalers usually 
classify their products in two categories: C1 – long-grain rice, and C2 – me-
dium/short-grain rice. The most important quality criterion they apply concerns 
the ‘broken level’. This implies that behaviour uncertainty (changes in consum-
ers’ preferences) is not a major phenomenon. With regard to primary and secon-
dary uncertainty the same conditions apply that were described for assemblers. 
 
Frequency: 
The result in Chapter 4 shows that, most rice wholesalers pay more attention to 
establishing ongoing relationships with assemblers, millers and retailers. 
Through these trading networks, rice wholesalers and other traders save search 
costs, build trust and guarantee stable supply and demand for their products. 
This indicates that suitable institutions are developed in order to co-ordinate 
these transactions (the play of the game). 
 
In sum, at the wholesale level, asset specificity, uncertainty and frequency do 
not constrain the market exchange process. Establishing good relationships with 
some regular clients in both buying and selling activities are important to rice 
wholesalers. The vertical trading networks help to reduce transaction costs and 
to develop more efficient marketing channels. 
 
 
Transactions at miller level 
 
Asset specificity: 
Rice millers/polishers perform processing and wholesale functions. They invest 
in rice-milling/polishing machinery and a drying facility. The sunk costs in-
volved in the establishment of a milling facility may be important. However, 
these investments are not transaction specific. Therefore asset specificity is a 
minor problem in the co-ordination of exchange. 
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Uncertainty: 
With respect to product quality standards, rice millers/polishers usually differen-
tiate their products based on the ‘broken level’ (C1 and C2 rice quality). In the 
domestic rice market, the preferences of rice consumers are stable. Most private 
rice millers/polishers in this study face some uncertainties on the output market. 
This market depends heavily on export prices, export demand and export quota, 
as a major share of rice production in the Mekong River Delta is exported. This 
explains why they are actively seeking stable business relationships with the ex-
porting State Owned Enterprises.  
 
Frequency: 
Millers usually contact their regular clients 2 –3 times a week during the peak 
season and once a week during the off-season. This implies that frequency in 
buying-selling is important. Sufficient paddy storage should guarantee the per-
manent use of the milling machinery. However, we observed that the involved 
partners are able to adapt the play of the game to their needs. Proper institutions, 
e.g. ongoing business relationships with suppliers, are developed to co-ordinate 
the exchange process. Moreover, millers in the same network help each other if 
one of the partners is not able to deliver in time the required quantity. 
 
Our study found that rice millers/polishers spend time and money to obtain in-
formation about prices; where to sell; which marketing services to provide at 
what costs; etc. In each rice mill, there is at least one person responsible for 
searching information and “business relations”. According to our survey, that 
person usually is the owner of the rice mill. He or she has to spend around 1 – 2 
hours per day for searching and negotiating with clients. 
 
In sum, at the miller level, most transactions look like forward market transac-
tions. Establishing ongoing relationships with regular clients is important to rice 
millers/polishers. The results indicate that the play of the game is adapted to the 
changing market conditions. No major constraints were observed that hamper 
this process. Therefore we conclude that asset specificity, uncertainty and fre-
quency, do not hamper their business transactions.  
 
 
Transactions at retail level 
 
Asset specificity: 
Rice retailers do not invest in any transaction specific capital. Their investments 
mainly concern weighting scales, transportation means (small motorbike), com-
munication facilities (telephone). Those facilities are used for all trading pur-
poses. This implies that asset specificity is not a problem at this level.  
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Uncertainty: 
At the retail level, secondary and behavior uncertainty do not hamper the ex-
change process. The business institutions are stable and rice is a rather homoge-
nous staple food.  
 
Frequency: 
Trade relationships between rice retailers and final consumers resemble the con-
ditions of a spot market. Payment is mostly in cash (no financial links with cli-
ents) and rice is delivered immediately. Frequency of selling to regular clients is 
not a major issue. We conclude that asset specificity, uncertainty, and frequency 
are easily accommodated in the retail market. The formal rules do not hamper 
the operation of the traders and the play of the game is based on spot market re-
lationships.  
 
In sum, the above analysis of institutional needs indicates that the process of 
market liberalization in Vietnam has created favorable conditions for rice traders 
to operate their business in an efficient way. New market institutions in particu-
lar the vertically integrated trade relationships facilitate the development of 
more efficient channel formats. 
 
 
7.4 Practical problems in the rice marketing system 
 
In this section, the dynamic effects from market performance to market structure 
and conduct are analyzed. We try to verify whether the market process produces 
the incentives that accommodate the deficiencies. This analysis shows whether 





The situation of credit constraints and financial relationships in rice trading that 
was presented in Chapter 5 shows that all marketing agents recognized that ac-
cess to credit is one of the most important constraints to their businesses. Section 
4.4.1 indicated that lack of investment capital is the most difficult problem to 
rice millers/polishers. They have to invest quite large amounts of capital for 
buying transportation equipment, drying and milling facilities and warehouses. 
The commercial state banks can offer them money for investing in their busi-
ness. However, most of them prefer to borrow from the private banks and/or 
moneylenders. The main obstacle is that the procedure to apply for borrowing 
from the commercial state banks is complicated as compared to private banks 
and/or moneylenders. Rice traders have to fulfill some strict requirements in or-
der to get access to loans from the state banks (good business plan, collateral, 
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long-term relationship with the banks - See Section 5.4.5). Moreover, the state 
banks offer 3, 6, or 12 month borrowing (flexible credit is not available), while 
rice traders regularly only need “hot borrowing”. They look for additional 
working capital for short periods of time - one or two weeks only. Therefore, in 
practice many rice traders prefer to obtain money from moneylenders and or 
private banks. 
 
The private trade sector provides a partial solution for the credit constraints trad-
ers are facing and in particular for the need of “hot borrowing”.. The vertically 
integrated trading networks of rice traders offer credit to their members: ad-
vanced or deferred payment. However, the major solution for long-term credit is 
to be found outside the rice sector. The banking system should offer trade credit 
on more flexible conditions (short and long-term) in order to satisfy the credit 





As discussed in Chapter 6, marketing margins of rice millers are high as com-
pared to other traders. Especially local rice millers with old milling machines 
face high processing costs. First of all, old milling machinery leads to lower 
conversion ratios (See Section 5.4.3). It means that the old rice mills incur a 
high degree of losses as compared to other millers. Secondly, old rice mills bear 
high fuel costs, electricity costs as well as costs of maintenance. Finally, the 
quality of rice after milling is relatively low (refers to degree of broken rice and 
degree of whiteness).  
To a certain extent the process of competition between rice millers in the 
market will solve the above problem on milling technology and processing 
costs. First of all, through competition, inappropriate milling techniques will be 
driven out of the market. Secondly, trade relationships between millers/polishers 
(See Section 5.5), may lead to segmentation in rice processing: small/old rice 
mills specialize in milling raw products. The intermediate product (usually 
brown rice) can be further processed by large/high-tech millers/polishers. 
Through specialization, losses can be reduced103 and rice millers/polishers also 
can save fuel, electricity costs as well as costs for maintenance. This implies that 
the market process creates incentives to accommodate this problem. 
 
 
                                                          
103
 Small/old rice mills are suitable for processing paddy to brown rice. The quality of rice and 
the conversion ratio from paddy to rice, are relatively low for small/old rice mills. Moreover, 
processing costs for white rice of small/old rice mills is high if compared to large/high-tech 
rice mills (Tu, Phan Anh. 1999). 
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Unstable output market 
 
The result of the market structure analysis in Chapter 4 indicated that large-scale 
millers/polishers still face a problem in the output market. During the peak sea-
son a rice surplus exists in the domestic market and millers/polishers highly de-
pend on export demand and the buying capacity of the SOEs. Additionally, dur-
ing the peak season, the world market price of rice usually decreases. Conse-
quently, most SOEs only purchase rice from their regular clients (based on an 
ongoing trade relationship). During the off season, shortage of rice supply oc-
curs in the market. The SOEs face a problem of lack of rice supply for export. 
The above analysis implies that there is a need for new market institutions. For-
ward contracting may be a suitable solution to solve this problem. Private mill-
ers/polishers should establish close relationships with the SOEs - through so-
called vertical trading networks. This kind of vertical trading network is already 
observed in the market, showing that the market process may create a solution. 
However, taken into account the importance of the export market, the develop-
ment of a formal futures market where rice contracts can be traded may provide 
a better structural solution. To date no initiatives are taken to establish such a 
market. We note that part of the solution of this problem has to be found in 
proper governance structures for exchange relationships with the foreign im-
porters. However, these relationships were not part of this study and require fur-





One other important issue in rice trading is the quota for export. The quota and 
the control of the number of rice exporters are being loosened. Since 1999, the 
government allows the private sector to obtain export quota. This change has 
encouraged private rice traders to enter the international business. In 2001, 8 
new private companies exported around 7 percent of the total rice exports. How-
ever in order to receive an export quota private exporters have to fulfill the re-
quirements for being a member of the Vietnamese Food Association (VFA). 104 
For most private exporters it is difficult to obtain good facilities and enough 
capital for processing and storing more than 500 tons of high quality export rice. 
Another difficult requirement for them is that they have to show that they have 
sufficient negotiating experiences with foreign importers. Moreover, I already 
observed that it is more difficult for private traders than for SOE’s to get access 
to credit. This implies that private rice exporters still face some implicit barriers 
for export. 
                                                          
104
 In order to become member traders are required to have handling facilities and capital for 
processing and storing at least 500 tons of high quality rice. Moreover, they need to have in-
ternational negotiating experiences. 
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3. With regard to rice market conduct, the major finding is that rice traders per-
form different marketing functions: transportation, storage, negotiation, proc-
essing, market information, and financing. Boats are the most popular means 
of transportation. Transportation, loading and unloading costs do not vary 
much among rice traders. Storage is more important to rice millers/polishers 
in order to guarantee supply to their milling machinery. Storage for specula-
tive purpose is a minor activity for rice traders. As the seasonal price compo-
nent is small (maximum of 10%) this activity is not expected to be profitable. 
Trade credit is relatively important for transactions between rice wholesalers 
and retailers; and between rice millers/polishers and the SOEs. The rice 
wholesalers can give credit to the rice retailers in terms of deferred payment. 
In contrast, the rice millers/polishers can receive money in advance from the 
SOEs. Operating in an open/free market, rice traders are flexible and deliber-
ately decide which suppliers they use and which customers they will serve. 
The relationship between them is mostly based on reputation and trust. Most 
transactions take place on the spot but others develop business relationships, 
however, they fully volunteer to establish that kind of relation. 
4. The analysis of market performance found that rice producers and traders in 
the market offer suitable types of rice quality to satisfy consumer prefer-
ences. Domestic channels of rice distribution are organized quite effectively 
to provide the convenient form and quality of the product to final consumers. 
Dependent on the benchmark used, the rice assemblers and retailers may be 
considered as most efficient in trading as they obtained the highest percent-
age of profit to gross marketing margins. In contrast, the rice mill-
ers/polishers seem to be inefficient owing to their relatively higher percent-
age shares of marketing cost to gross marketing margins. However, if we 
compare net rates of profit on invested capital the picture is completely dif-
ferent: rice millers/polishers obtain the highest net rate of profit on invested 
capital and rice retailers the lowest one (See Section 6.3.2 and Table 6.8). We 
showed that they realize reasonable profit rates that are close to the bank in-
terest rates. Therefore, we conclude that competitive forces in the market are 
operational.  
5. Regarding market integration, our study found that all major market places in 
the Mekong River Delta are highly integrated. Rice prices in different market 
places follow the export price and the prices in HCM City. Due to the long 
distance, markets in the North are not strongly integrated with the Mekong 
Delta markets. At the international level, the export price of Vietnamese rice, 
which is controlled by the government, is highly correlated with the world 
price (Thailand price). The price formation process in both domestic and ex-
port rice markets cohere. This implies that the floor price policy of the 
government follows the price pattern in the world market.  
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We recall that the long-run strategy of the government is to attract more private 
traders to become active in the export market. In order to promote rice exports, 
the export tax rate was reduced from 1.5 percent in 1996 to 1 percent in 1998 
and recently to zero percent.  
 
In conclusion, export quota are still important and restrict entry to a small num-
ber of private companies. In the near future it will be a major challenge to ac-
commodate this problem. A liberalized export market needs additional institu-
tions to coordinate exchange and to guarantee sufficient supply in the domestic 
market. We recall that this study focuses on the domestic rice market, therefore 
we need further research to analyze this issue. 
 
In summary, the above analysis on practical problems in the rice marketing sys-
tem briefly presents the general picture of the changing process in the rice mar-
keting system in Vietnam. We conclude that competition and the new institu-
tional environment have created many incentives to improve existing channel 
formats. However, some problems were identified that need further attention 
from policy makers: credit programs of the formal banking system, the quota 





1. In recent years, economic reforms in Vietnam have created many changes in 
agricultural production and have led to drastic changes in the rice market 
structure, conduct, and performance. The result of market structure analysis 
indicates that the rice market in Vietnam can be characterized by competi-
tion. Important barriers to entry into the rice business are absent, the degree 
of trader concentration is low, rice products are marketed in a rather ho-
mogenous form, and market information is easy to obtain.  
2. The marketing channel through which paddy/rice passes from farmers to fi-
nal consumers is quite complex. There are eight main rice marketing chan-
nels. In the domestic rice market, private rice traders, including assemblers, 
wholesalers, brokers, and small millers, have an important role in distributing 
the product to regional and inter-regional consumers. Channel No. 6 and 
channel No. 8 are the most important channels in the domestic markets (See 
Table 4.16). Large millers/polishers and in particular the SOEs control the 
export channels (channel No. 1, channel No. 3, and channel No. 5 are the 
most important channels – See Table 4.16). The free market orientation in 
Vietnam has created a favorable environment for private rice traders. The na-
tional trade flows are completely liberalized offering a good opportunity for 
increasing the efficiency of the marketing systems. 
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6. In general, the process of competition and institutional development in the 
market has created a favorable environment to remove major obstacles to the 
development of an efficient and effective marketing system. This explains 
why the rice market in Vietnam, especially in the Mekong River Delta, be-
came competitive in the world market. 
7. The private sector has responded very strongly to the incentives provided by 
the market oriented policies. The marketing system is characterized by a mul-
titude of small marketing agents involved in trading and milling. Large rice 
millers/polishers and wholesalers supply both domestic and international 
markets.  
8. Both private and state marketing channels are improving step by step through 
the process of market liberalization. However, there is still room for further 
improvements of the private marketing system. We observed some minor 
problems with regard to barriers to entry; access to credit and finance; and 
access to market information.  
9. Most important is our observation that the state farms and the state owned 
food companies, still dominate the export sector. To date, the largest share of 
the total marketable surplus in the rice market is finding its way to the final 
consumer through these organizations (in particular milling activities and dis-
tribution to retailers and the export market). It shows that privatization still 
has a long way to go. The crucial question in the near future is to know how 
this can be realized without jeopardizing supply to the domestic market. 
 
 
7.6 An improved channel format 
 
Taking into account the results of this study we designed a marketing channel 
for the near future in Vietnam. It distinguishes the different actors that play im-
portant functions in rice distribution. 
 
- Vertical Trading Networks  
Nowadays, vertical trading relationships between rice assemblers, millers, bro-
kers, long-distance buyers, wholesalers, and retailers become important (See 
Section 4.7.3). This kind of vertical trading networks will reduce marketing 
costs and credit constraints in the marketing systems. By establishing an ongo-
ing relationship with the members of their business groups, traders can save 
costs in terms of reducing the search time when signing a contract and they also 
can offer credit to their members in the network (using advance or deferred 
payment). As a whole, this vertical trading network will create favourable condi-
tions for further improvements. This implies that the creation of these networks 
should be supported by government policy. 
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- State Owned food Companies 
The SOEs in the Mekong River Delta still have an important role to play in the 
processing of rice for both domestic and export markets. Through procurement 
stores of the SOEs, the government can influence rice supply and demand in the 
domestic market (keeps the product at the floor price in line with the Food Secu-
rity Program – See Section 4.7). Therefore, the government should continue to 
support the SOEs in the Mekong River Delta. 
 
- Facilitators 
Financial constraints hamper procurement operations, storage activities, and in-
vestment in processing machinery. Private rice traders need access to credit and 
State and non-state commercial banks have to facilitate this process. They 
should offer better services with regard to lending money (offer flexible credit, 
simplify borrowing procedures) for private rice traders and exporters (See Sec-
tion 7.4). 
Regarding the transport service, nowadays, hiring transportation means 
are quite popular to many rice traders. Instead of investing their own capital, 
most rice millers/polishers as well as wholesalers prefer to hire transportation 
means from the so-called transport co-operatives (See Chapter 4). This reduces 
the costs of transportation. Since the transport co-operatives can optimize their 
shipments by choosing the best solution by adapting local transport capacity to 
transport demand. Moreover, by using hired-transport facilities, rice traders 
avoid troubles that can happen on the road. The transport co-operatives should 
be encouraged to provide proper transport services to the rice traders.  
As dicussed in Section 7.2, the existing wholesale grading system for rice 
qualities still has some deficiencies. This grading system facilitates the whole-
sale and export channel, but does not reflect consumer preferences in the domes-
tic market. Therefore, the organization of grading and quality control is impor-
tant to facilitate both the domestic and the export channel system. 
Regarding market information, there are many sources of market informa-
tion that rice traders can consult. However, due to the variety of sources of mar-
ket information, the available information is not always systematic and reliable. 
To solve this problem a public market information center is necessary to facili-
tate rice traders. 
Related to the export activity, the office of international trade promotion 
is important. Since, it will support both private and state export companies to 
advertise their trademarks and search for new export markets in the world. 
 
- The retail market 
Nowadays, the process of urbanization in Vietnam is very fast. Consumers in 
urban market places are familiar with buying goods and commodities in super-
markets. Therefore, in the near future, new channel formats including supermar-
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kets are expected to develop in order to offer a suitable retail service to urban 
rice consumers.  
 
- The Export Market  
Most private export companies in the Mekong River Delta still export indirectly 
through the SOEs of the province or with the support of the Vietnamese Food 
Association (VFA). The VFA and the SOEs play an important role in coordinat-
ing and supporting the private export companies that become operational in the 
international markets. The VFA can support private exporters in terms of search-
ing for new export markets and providing relevant market information. At this 
moment in time co-operation between SOEs and private exporters may reduce 
uncertainty and increase the efficiency of the private export channel systems.  
 
In sum, all the proposed organizations/facilitators play an important role in rice 
distribution and may contribute to a more efficient marketing channel. 
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7.7 Some recommendations for policy makers 
1. In co-operation with the trade organizations, the government should develop 
a systematic grading standard and improve quality control systems for rice 
(See Section 4.4.3). In the near future, Vietnamese rice should become a 
trade mark in both domestic and export markets. This will improve the repu-
tation of Vietnam rice exporters among foreign buyers (See Section 5.3.1).  
2. The government should promote rice exports. In particular the office of in-
ternational trade promotion has an important role in supporting both private 
and state export companies. The government should assist the SOEs and pri-
vate exporters to search for new export markets in the world.  
3. The government should continue to remove the quota for private exporters. 
The competition between private traders and the SOEs are expected to lead to 
lower cost of marketing and improve the efficiency of the market system. 
However, at the same time the government should take the initiative to 
launch a research program to analyze how this liberalization strategy should 
be implemented to minimize potential negative effects on domestic rice sup-
ply.  
4. With respect to market information, there are many sources of information 
that rice traders can obtain in the market (See Chapter 4). However, a nega-
tive consequence of the many sources of market information is that some of 
the information is incomplete and can not be trusted. Therefore, there is a 
need for government policy to improve the quality of information. Central to 
this policy is the extension of marketing information through public channels 
(market information center) in order to provide good and trusted information 
on both the export and the domestic market to rice traders. 
5. The development of a futures market where rice contracts can be traded may 
provide a solution to the problem of the unstable output market (See Section 
7.4). The government is expected to play an important role in the establish-
ment of such a market place.  
6. The government should focus on issuing suitable institutions/rules in order to 
facilitate the new channel formats. Striving for an improved access to credit, 
market information, transportation and grading are important objectives (See 
Figure 7.1). 
